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DEPARTMENT  OF  HEALTH. 
EDUCATION.  AND  WELFARE 

Health  Care  Financing  Administration 

SCHEDULE  OF  UMITS  ON  HOSPITAL  IN¬ 
PATIENT  GENERAL  ROUTINE  SERVICE 
COSTS  UNDER  THE  HEALTH  INSUR¬ 
ANCE  PROGRAM 

Cost-Reporting  Periods  Beginning  on  or 
After  July  1, 1977.  and  Before  O^ober  1, 
1977 

A  revised  Schedule  of  Limits  on  Hos¬ 
pital  Inpatient  General  Routine  Service 
Costs  in  the  Medicare  program,  applica¬ 
ble  for  cost  reporting  periods  beginning 
on  or  after  July  1,  1977,  and  before 
October  1,  1977,  is  set  forth  by  the  Ad¬ 
ministrator,  Health  Care  Financing  Ad¬ 
ministration.  with  the  approval  of  the 
Secretary  of  Health,  Education,  and 
Welfare.  Section  1861  (v)(l)  of  the  So¬ 
cial  Security  Act  permits  the  Secretary 
to  set  prospective  limits  on  costs  to  be 
recognized  as  reasonable  based  on  esti¬ 
mates  of  the  cost  necessary  in  the  effi¬ 
cient  delivery  of  needed  health  services. 
The  revised  Schedule  of  Limits  replaces 
the  Schedule  currently  in  effect  which 
was  published  in  the  Federal  Register 
(41  FR  26992)  on  June  30.  1976.  The 
schedule  applies  to  the  total  of  the  cost 
of  hospital  inpatient  general  routine 
service  costs.  These  limits  do  not  apply 
to  the  cost  of  special  care  units  or  an¬ 
cillary  services. 

The  Secretary  of  Health,  Education, 
and  Welfare  is  strongly  committed  to  a 
national  policy  of  containing  the  rapidly 
escalating  health  care  costs.  Therefore, 
the  Secretary  hereby  serves  notice  of  his 
intention  to  publish  in  the  near  future 
for  comment  a  proposed  new  schedule 
of  limits  which,  when  published  in  final 
form,  will  become  effective  for  cost  re¬ 
porting  periods  beginnnig  on  or  after 
October  1,  1977.  The  Secretary  also 
serves  notice  that  either  this  or  the  sub¬ 
sequent  schedule  of  limits  may  be  re¬ 
quired  to  be  revised  to  conform  with  any 
Federal  cost  containment  legislation  en¬ 
acted  subsequent  to  the  effective  date  of 
this  schedule. 

The  initial  classification  system,  which 
is  described  in  the  Federal  Register  (39 
FR  20168)  published  Jime  6,  1974,  was 
developed  to  provide  for  comparison  of 
hospitals  of  similar  size  and  in  similar 
economic  environments.  Several  refine¬ 
ments  of  the  initial  classification  system 
were  made  effective  July  1,  1975,  and  are 
described  in  the  Federal  Register  (40 
FR  23622)  published  May  30,  1975. 

An  additional  refinement  was  made  in 
the  revised  schedule  of  limits  effective 
July  1,  1976.  The  refinement  was  the 
result  of  changes  in  the  size  of  units  of 
economic  environment,  and  is  described 
in  the  Federal  Register  (41  FR  26992) 
published  June  30,  1976. 

A  refinement  is  made  in  the  revised 
schedule  of  limits  effective  July  1,  1977. 
This  limited  refinement  arose  frwn  the 


definition  of  metropolitan  environments 
in  the  New  England  area.  Under  the  Of¬ 
fice  of  Management  and  Budget  (OMB) 
definition,  which  has  been  used  to  dis¬ 
tinguish  between  metropolitan  and  non¬ 
metropolitan  areas.  Standard  Metro¬ 
politan  Statistical  Areas  (SMSA’s)  and 
Standard  Consolidated  Statistical  Areas 
(SCSA’s)  in  New  England  are  based  on 
cities  and  towns  rather  than  on  counties, 
as  is  the  case  in  the  rest  of  the  United 
States.  Because  towns  and  cities  are  used 
to  delineate  SMSA’s  and  SCSA’s  in  New 
Fngland,  a  county  may  be  part  of  more 
than  one  SMSA  or  only  a  part  of  a 
county  may  be  in  an  SMSA.  However, 
income  data  supplied  by  the  Department 
of  Commerce,  Bureau  of  Economic 
Analysis  (BEA) ,  which  are  used  to  group 
various  areas  according  to  economic  en¬ 
vironment.  are  available  only  on  a  county 
basis.  In  order  to  use  the  available  data, 
BEA  has  slightly  changed  SMSA  defi¬ 
nitions  in  New  England  so  that  the 
SMSA’s  follow  county  lines. 

’Therefore,  under  the  classification 
system  presently  in  force,  a  hospital 
located  in  the  part  of  the  county  not  in¬ 
cluded  by  OMB  in  the  SMSA/SCSA 
would  be  subiect  to  a  nonmetropolitan 
limit  even  though  the  per  capita  income 
of  the  hospital’s  location  had  been  used 
for  SMSA/SCSA  classification  grouping 
purposes.  ’This  situation  is  limited  to  New 
England  and  is  inconsistent  with  the 
classification  grouping  for  the  rest  of  the 
United  States  where  the  OMB  and  BEA 
definitions  of  SMSA’s  consistently  follow 
county  lines. 

In  order  to  rectify  this  inconsistency,  a 
change  is  made  in  the  description  of 
metropolitan  environment  used  in  the 
classification  system.  TTie  change  would 
alter  the  requirements  for  metropolitan 
status  and  would  deem  an  entire  county 
to  be  within  an  SMSA/SCSA  if  any  part 
of  such  county  was  included  by  OMB  in 
the  SMSA/SCSA.  Where  a  county  con¬ 
tains  the  ma.1or  city  of  an  SMSA  and  is 
considered  by  OMB  to  be  part  of  two  or 
more  SMSA’s,  the  entire  county  would 
be  deemed  to  be  part  of  the  SMSA  whose 
major  city  it  encompasses.  Where  a 
county  is  considered  by  OMB  to  be  part 
of  two  or  more  SMSA’s  and  does  not 
contain  the  major  city  of  any  SMSA.  the 
county  would  be  included  in  the  SMSA 
having  the  highest  per  capita  inciMne.  An 
SMSA’s  major  city  is  defined  as  the  city 
from  which  the  SMSA  takes  its  name. 
Where  the  application  of  this  provision 
results  in  a  provider  being  placed  in  a 
group  with  a  limit  lower  than  the  limit 
to  which  it  would  have  been  subject  with¬ 
out  the  change,  the  higher  limit  may  be 
applied  in  the  cost  reporting  period  to 
which  this  schedule  applies. 

An  additional  refinement  is  made  in 
the  revised  schedule  of  limits  effective 
July  1,  1977,  for  nonmetropolitan  areas. 
In  nonmetropolitan  areas,  which  are 
frequently  single  industry  areas,  per 
capita  income  levels  are  extremely  sen¬ 


sitive  to  changes  in  economic  conditions 
from  one  year  to  the  next.  ’This  is  espe¬ 
cially  true  where  the  primary  source  of 
income  is  from  agriculture.  In  these 
cases,  hospital  costs  usually  reflect  the 
trend  of  the  area’s  econiwny  rather  than 
year  to  year  fluctuations.  In  order  to 
provide  more  equitable  treatment  to 
nonmetropolitan  areas,  a  change  has 
been  made  that  would  base  the  classifi¬ 
cation  of  State  nonmetrcHxilitan  areas 
on  a  5-year  per  capita  average  income 
instead  of  a  one  year  base  perlixl.  In 
these  areas  the  longer  base  would  be 
more  reflective  of  the  economic  environ¬ 
ment  than  a  single  year’s  income. 

’The  same  change  was  considered  for 
the  metropolitan  (SMSA/SCSA)  areas. 
However,  these  areas  do  not  exhibit  the 
same  volatility  of  per  capita  income  from 
one  year  to  the  next  as  do  the  non- 
SMSA  areas.  This  may  be  attributed  to 
diversity  in  economic  activity  in  the 
SMSA  areas  plus  the  additional  benefits, 
such  as  supplemental  unemployment 
compensation,  which  are  available  to  the 
mostly  unionized  workers  in  these  areas. 
Therefore,  no  change  is  being  made  in 
the  classification  system  for  SMSA/SCSA 
areas. 

’The  revised  Schedule  of  Limits  retains 
the  provision  to  protect  metropolitan 
area  providers,  for  the  period  in  which 
this  schedule  is  in  effect  from  the  effects 
of  lower  limits  that  might  result  from 
circumstances  that  result  in  a  lower  per 
caoita  income  for  the  provider’s  area. 
’Thus,  if  a  metropolitan  area’s  per  capita 
income  in  a  year,  or  a  change  in  SMSA/ 
SCSA  designation  during  the  year,  places 
the  area  in  a  group  lower  than  in  the 
previous  year,  the  limit  to  be  applied  for 
that  year  will  be  the  higher  of  the  cur¬ 
rent  period  group  or  the  immediately 
preceding  year  group.  ’This  provision  will 
lessen  the  effect  of  unusual  short-term 
fluctuations  in  area  per  capita  income 
on  reimbursement  to  individual  pro¬ 
viders. 

For  the  peiiixl  in  which  this  schedule 
is  in  effect  the  same  provision  will  be  ap¬ 
plied  to  nonmetropolitan  providers 
which  have  been  plac^  in  a  lower  group 
as  a  result  of  the  new  classification  meth- 
(xiology.  SMSA  and  non-SMSA  areas 
that  are  aifected  by  this  provision  are 
indicated  in  the  list  of  groups  by  an  as¬ 
terisk  preceding  the  area  name. 

Example:  Hospital  A,  Bed  Size:  150. 
Per  capita  income  in  the  provider’s 
SMSA  during  the  periixi  on  which  the 
classification  is  based  was  reduced  be¬ 
cause  of  the  effects  of  a  natural  disaster. 
Provider  A  had  been  classified  in  Group 
II  effective  July  1,  1976,  and  is  now  clas¬ 
sified  in  Group  ni  beginning  July  1, 1977. 
’The  limit  to  be  applied  to  Provider  A  be¬ 
ginning  July  1,  1977,  is  the  higher  of  the 
Group  II  limit  or  the  Group  HI  limit. 

All  SMSA’s  and  SCSA’s  have  been  di¬ 
vided  into  the  following  five  groups 
based  on  per  capita  income.  Counties, 
rather  than  SMSA/SC7SA  areas,  are 
listed  for  New  England  States. 
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Huntlngton-Ashland,  WV-KT-OH 


pacing  hospital  wera  obtained  from  Che  fiscal  Intermediaries 
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